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Special-Purpose Reports on
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Service Organizations
1. This Statement provides guidance on the independent auditor’s
use of a special-purpose report on certain aspects of internal account
ing control of an organization that provides certain services to a client
whose financial statements he has been engaged to examine. (Such
services are explained in paragraph 3 and the Appendix, “Examples of
Service Organizations.”) Also, this Statement provides guidance for
independent accountants who issue such reports.1
2. For purposes of this Statement, the following definitions apply:
•
•
•
•

Client organization. The entity whose financial statements are
being examined.
User auditor. The auditor who reports on the financial statements
of the client organization.
Service organization. The entity (or a segment of that entity) that
provides services to the client organization.
Service auditor. The auditor who reports on certain aspects of the
system of internal accounting control of the service organization.

1 his Statement amends SAS No. 30, paragraphs 2 and 60, by adding the following
T
footnote: “For additional guidance on reporting to another independent accountant
on internal accounting control, see SAS No. 44, Special-Purpose Reports on Internal
Accounting Control at Service Organizations.”
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3. T h e guidance in this Statement is applicable to the examination
of the financial statements of a client organization that obtains the
following services from another organization:
•

Executing transactions and maintaining the related accountability

•

Recording transactions and processing related data

•

Various combinations of these services

Service organizations that provide such services include, for example,
bank trust departments that invest and hold assets for employee b e n e fit plans and E D P service centers that process transactions and related
data for others. T h e provisions of this Statement are not intended to
apply to situations in which the services provided are limited to
execution of client organization transactions at the specific authorization of the client, such as the processing of checking account transactions by a bank or the execution of securities transactions by a broker.
However, the guidance in this Statement may be applied by an auditor
whenever he believes obtaining a special-purpose report on aspects of
internal accounting control of a service organization, as described
herein, would b e useful in his examination.
4. This Statement is organized into the following sections:
a.

Factors affecting the decision to obtain a service auditor's report

b.

Considerations in using a service auditor's report

c.

Responsibilities of service auditors for special-purpose reports

Factors Affecting the Decision to
Obtain a Service Auditor's Report
5. W h e n a client uses services provided by a service organization,
transactions that affect the client's financial statements may flow
through an accounting system that is, at least in part, physically and
operationally separate from the client organization. In such circumstances, a user auditor may find it more efficient or, in some cases,
necessary to consider accounting and control procedures performed at
the service organization. Obtaining a service auditor's report on procedures and controls at the service organization may b e the most efficient
approach in those circumstances.
6. T h e relationship of procedures performed at the service organization to the client organization's system depends in part on the nature
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of services provided by the service organization. W h e n those services
are limited to recording client transactions and processing related
data, other functions relating to the flow of the transactions, such as
authorization of the transaction and maintaining the related accountability, are performed at the client organization. Thus, control procedures at the service organization may interact with those at the client
organization. W h e n the service organization executes client transactions and maintains the related accountability, it may not be practicable for the client organization to maintain internal accounting controls
with regard to those transactions.

Service Organizations That Maintain Controls
That Interact With Client Organization Controls
7. Client organizations may use service organizations to record
various types of transactions and process related data. F o r example, a
client organization might engage an E D P service center to process
payrolls, orders, billings, collections, or specialized accounting functions such as credit card transactions, or even to maintain a general
ledger system.
8. W h e n a service organization records transactions and provides
related data processing services for a client organization, the user
auditor should identify significant classes of transactions that are processed by the service organization and obtain an understanding of the
flow of transactions through the entire accounting system, including
the portion that is maintained by the service organization.
9. A service auditor's report on the design of the system used by the
service organization to process client organization transactions may be
helpful to the user auditor in obtaining such an understanding and in
designing compliance tests and substantive tests at the client organization. Such a report, however, does not provide the user auditor with a
basis for reliance on controls located at the service organization b e cause it provides no assurance regarding compliance.
2

3

See paragraphs 28 through 35 for a description of the content of these reports.
If, based on past experience or for other reasons, the user auditor plans to rely on
controls at the service organization, he should obtain a report that covers both the
design of the system and compliance tests that are directed to specific objectives of
internal accounting control.

2
3
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10. I f the user auditor plans to rely on the system of internal
accounting control, he should determine whether accounting control
procedures are suitably designed to provide reasonable assurance that
they will prevent or detect errors or irregularities, assuming satisfactory compliance. In making that determination, the user auditor
should consider the division of control procedures between the client
organization and the service organization.
11. I f a client organization, for example, uses an E D P service center
to process payroll transactions, certain controls, such as those over
input data, might be located at the client organization. Other controls,
such as those over changes to the computer program used to process
the payroll, would be located at the service center. T h e client organization might maintain controls over payroll data processed by the service
center that would provide reasonable assurance that errors and irregularities in transactions processed at the service center would b e detected. F o r example, the client organization might re-perform calculations on a test basis. In those circumstances, the user auditor would b e
able to plan to place reliance on internal accounting control procedures
at the client organization with no further study of control procedures
maintained by the service organization.
12. In other circumstances, however, the user auditor may find that
certain control procedures necessary to achieve the objectives of internal accounting control are located at the service organization. I f the
user auditor plans to rely on such controls in designing auditing
procedures to be applied in his examination of the client organization's
financial statements, he should evaluate the reliance that can be placed
on controls located at the service organization. Ordinarily, the user
auditor can make that evaluation by either applying appropriate procedures at the service organization (or requesting the service auditor to
perform procedures) or by obtaining a service auditor's report that
covers both the design of the service organization's system and compliance tests that are directed to specific objectives of internal accounting
control. Regardless of how the control procedures have been designed
to achieve the related control objectives, the user auditor cannot place
reliance on a control procedure that has not b e e n tested and found to
be applied as prescribed.
4

See paragraphs 28 and 29 and 36 through 41 for a description of the content of these
reports.

4
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13. I f the user auditor decides to obtain a service auditor's report on
both the design of the system and compliance tests that are directed to
specific objectives of internal accounting control, he should consider
whether the report would cover compliance with control procedures
on which h e intends to rely. Such a report should provide the user
auditor with an understanding of the flow of transactions through the
portion of the client organization's accounting system that is maintained by the service organization and the extent to which control
procedures have b e e n designed to achieve specific control objectives.
Such a report also includes the service auditor's opinion as to whether
the control procedures and the degree of compliance with them are
sufficient to provide reasonable assurance that the specific control
objectives were achieved. I f the user auditor finds that the service
auditor's report would not cover the procedures on which he intends to
rely, he may arrange to have the service auditor report on the results of
applying agreed-upon procedures for testing compliance with the
control procedures on which he intends to rely or he may perform his
own compliance tests at the service organization.
14. After obtaining the service auditor's report, the user auditor
should consider whether the combination of internal accounting control procedures at the client organization and the service organization
provides a basis for reliance in restricting the extent of substantive
tests. Relevant control weaknesses in the service organization's system
should b e considered weaknesses in the client organization's system. I f
the report of the service auditor discloses weaknesses either in the
design of the portion of the service organization's system of internal
accounting control related to processing of client organization transactions or the extent of compliance with prescribed procedures, the user
auditor should assess the effect of such weaknesses on the nature,
timing, or extent of substantive tests.

Service Organizations That Maintain Controls
That Do Not Interact With Client Organization Controls
15. Certain service organizations execute transactions and maintain
the related accountability. Examples of such service organizations
include trustees of employee benefit plans that invest and hold assets
for the plans, mortgage bankers and savings and loan associations that
service loans for others, and organizations that perform shareowner
accounting services for open-end investment companies.

6
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16. I f the service organization is authorized by the client organization to execute transactions without specific authorization of individual
transactions, the client organization may not have independent records of the transactions executed by the service organization and,
accordingly, will not b e able to maintain controls to achieve the objectives of internal accounting control with respect to those transactions.
F o r example, when a bank trust department invests and holds assets
for an employee benefit plan under a discretionary trust arrangement,
the plan is not able to maintain an independent record of transactions
executed by the trust department. As a result, the plan is not able to
maintain controls that achieve the objectives of internal accounting
control with respect to transactions executed by the trust department.
In such circumstances, the user auditor will need to either rely on
internal accounting controls at the service organization or apply substantive tests at the service organization.
17. I f the service organization executes transactions only on the
specific authorization of the client organization, the client organization
will be able to maintain independent records of transactions executed
by the service organization and will normally be able to maintain
controls to achieve the objectives of internal accounting control with
respect to those transactions. An example of a service organization that
executes transactions only on the specific authorization of the client
organization is a bank trust department that invests and holds assets for
an employee benefit plan under a nondiscretionary or directed trust
arrangement. However, in such circumstances, the user auditor might
still find it more efficient to restrict substantive tests by relying on
controls at the service organization.
18. I f the user auditor intends to rely on internal accounting controls at the service organization in either of the circumstances described in paragraph 16 or 17, h e should do one of the following to m e e t
the objectives of his study and evaluation of internal accounting control
as described in SAS No. 1, section 3 2 0 :
•

Obtain a service auditor's opinion on the system of internal accounting control of the segment of the service organization that
executes client organization transactions, or, if such a segment of
5

See paragraphs 42 through 46 for a description of the content of these reports. A
service auditor's report on the internal accounting controls applied by the segment of
a service organization that executes client organization transactions should include an
opinion on that system of internal accounting control, taken as a whole, over a period
of time.

5
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the service organization is not distinguishable, a service auditor's
report that covers both the design of the service organization's
system and compliance tests that are directed to specific objectives
of internal accounting control.
6

•

Apply auditing procedures at the service organization to make a
study of the relevant internal accounting control procedures.

I f the user auditor decides to make either compliance or substantive
tests at the service organization, he may request the service auditor to
make the tests or he may make such tests himself.

Considerations in Using a
Service Auditor's Report
19. T h e r e are several considerations that apply if a user auditor has
decided to obtain a service auditor's special-purpose report on internal
accounting control.

Obtaining and Evaluating a Service Auditor's Report
20. T h e user auditor should contact the service organization
through the client organization to determine whether a service auditor's report on the service organization's internal accounting controls is
available and, if so, the type of report that is available. I f no report is to
be issued, or the report to b e issued is not appropriate for the user
auditor's purposes and the user auditor cannot influence the decision
on the type of report to b e issued, he may have to apply procedures at
the service organization to achieve his audit objectives or request the
service auditor to apply the procedures.
2 1 . In evaluating whether the service auditor's report is satisfactory
for his purposes, the user auditor should make inquiries concerning

SAS No. 30, paragraph 37, states that "an independent accountant may express an
opinion on a system of internal accounting control of an entity for which financial
statements in accordance with generally accepted accounting principles, or any other
criteria applicable to such statements, can be prepared." When the "entity" is a
segment, the primary concern in applying the criteria of that paragraph is that the
assets and activities of the segment can be clearly distinguished, physically and
operationally, and forfinancialreporting purposes, from the other assets and activities
of the organization.

6

8

Statement on Auditing Standards

the service auditor's professional reputation. Appropriate sources of
information concerning the professional reputation of the service auditor are discussed in SAS No. 1, section 543.10a.
22. I f the user auditor believes that the service auditor's report may
not be sufficient to m e e t his objectives, the user auditor may supplement his understanding of the service auditor's procedures and conclusions by discussing with the service auditor the scope and the results of
his work. Also, if he believes it is necessary, the user auditor may
request the service auditor to make specific tests of the service organization's records that apply particularly to the type of transactions
processed by the service organization for his client or he may make
such tests himself. I f the user auditor is unable to achieve his audit
objectives, he should qualify his opinion or disclaim an opinion on the
financial statements because of a scope limitation.

Timing of Service Auditor's Report
2 3 . T h e date or period covered by a service auditor's report may not
coincide with the period covered by the financial statements that the
user auditor has been engaged to examine. In some situations, the
service organization might engage the service auditor to issue reports
periodically throughout the year, for example, at the end of each
calendar quarter. T h e user auditor should consider the guidance provided by SAS No. 1, section 3 2 0 . 6 5 (as amended by SAS No. 4 3 ,
Omnibus Statement on Auditing Standards) in deciding whether tests
of compliance need to b e applied to the period from the date of the
service auditor's last report to his client's year-end. T h e user auditor's
inquiries concerning the period since the date of the service auditor's
last report should include inquiring of the service auditor or the
service organization concerning any significant subsequent changes in
internal accounting controls and, if the user auditor determines it is
necessary, requesting additional procedures.

Reference to a Service Auditor's Report
24. In reporting on his examination of the financial statements, the
user auditor should not make reference to the report of the service
auditor as a basis, in part, for his own opinion. T h e service auditor's
report is used in the examination, but the service auditor is not
responsible for examining a portion of the financial statements as of any
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specific date or for any specified period of time. Thus, there cannot be
a meaningful indication of a division of responsibility for the financial
statements.
25. I f the user auditor uses the service auditor's report in an engagement to express an opinion on his client's system of internal accounting
control, the user auditor may decide to refer to the service auditor's
report in accordance with the guidance given in SAS No. 3 0 , paragraph
4 5 . In this case, the portion of the system that is the responsibility of
the service auditor can be specifically identified.

Responsibilities of Service Auditors
for Special-Purpose Reports
26. T h e service auditor is responsible for the representations in his
report to user auditors and for due care in the application of procedures
that support those representations. Although the nature of his service
differs from an examination of financial statements in accordance with
generally accepted auditing standards, it should b e performed in
accordance with the general standards and those other standards that
are relevant. However, it is neither necessary nor practical to require
the service auditor to be independent with regard to each client
organization.
27. T h e type of engagement to be performed and the type of report
to b e prepared should b e established by the service organization.
However, if circumstances permit, discussions between the service
organization and client organizations are advisable to determine the
type of report that will b e most suitable for the client organizations'
needs. T h e service auditor may issue any of the following types of
reports:
a.

Reports on the design of the system. A report on the design of a
system of internal accounting control of a service organization may
be useful in providing a user auditor with an understanding of the
system and the relationship of the service organization's controls
to those of client organizations. Such reports may also b e useful in
designing compliance tests and substantive tests at the client
organization, but they do not provide the user auditor with a basis
for reliance on controls located at the service organization.

10
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b.

Reports on both the design of the system and compliance tests that
are directed to specific objectives of internal accounting
control.
T h e s e reports may also be useful in providing a user auditor with
an understanding of the system and the relationship of the service
organization's controls to those of client organizations. Such reports may also provide a basis for the user auditor to rely on the
service organization's internal accounting controls and may be
useful in designing compliance tests and substantive tests at the
client organization.

c.

Reports on the system of a segment of the service
organization.
T h e s e reports do not ordinarily include a description of the design
of the system of the service organization. Such reports may be
useful when it is unlikely that client organizations will maintain
controls that interact with those of the service organization, for
example, when the service organization executes transactions and
maintains accountability for assets owned by others.

T h e system referred to in the reports described above is the system
used by the service organization to process client organization transactions rather than the system of internal accounting control relevant to
the preparation of the service organization's financial statements.

Reports on Design and on Both Design
and Certain Compliance Tests
28. SAS No. 3 0 , Reporting on Internal Accounting Control, paragraphs 6 0 and 6 1 , provide general guidance on the preparation o f
special-purpose reports on internal accounting control, including r e ports for use by another independent accountant.
29. SAS No. 3 0 states that special-purpose reports on internal accounting control should —
a.

D e s c r i b e the scope and nature of the accountant's procedures.

b.

Disclaim an opinion on whether the system, taken as a whole,
meets the objectives of internal accounting control.

c.

State the accountant's findings.

d.

Indicate that the report is intended solely for management or
specified third parties.

This Statement provides additional guidance on particular types of
special-purpose reports.
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30. Reports on the Design of a System. The information required for
the service auditors report on the design of a system ordinarily is
obtained through discussion with appropriate service organization
personnel and reference to various forms of documentation such as
systems flowcharts and narratives. These procedures need not be
supplemented by tests of compliance. To enhance his understanding of
the information obtained from such sources, however, the service
auditor would ordinarily trace a limited number of transactions, for
each of the principal types of transactions, by examining supporting
documents and records maintained and by making observations and
corroborative inquiries at or near the date specified in the report.
3 1 . A service auditor's report on the design of the system includes
his opinion on the design of the system as of a specified date. T h e r e fore, the service auditor is not required to specifically search or test for
changes in the system that may have occurred before the beginning of
fieldwork. In the course of the review, however, the service auditor
may b e c o m e aware that such changes have occurred. I f the service
auditor believes the changes may b e significant to achieving control
objectives he has identified, the changes should b e described in his
report. Changes that occurred more than twelve months before the
date being reported on normally would not be considered significant
because they generally would not affect the user auditor's procedures.
32. I f the service auditor notes circumstances in reviewing the
design of a system that lead him to believe that certain control objectives are not achieved, his report should describe those conditions.
Such conditions might include control procedures that have b e e n
described by the service organization as existing, but that are not
present, as well as control procedures that are not included in the
design but that, in the judgment of the service auditor, are necessary to
achieve a control objective.
33. In addition to the elements of special-purpose reports described in paragraph 61 of SAS No. 3 0 , the service auditor's report on
the design of a system should —
•

Include a description of the system used by the service organization to process client organization transactions and the related
internal accounting control procedures that are relevant to the
client organizations.

•

Include a description of the specific control objectives that relate to
points in the flow of transactions where errors or irregularities

12
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could occur and the specific control procedures that are designed to
achieve those objectives for each significant accounting application.
•

State that the purpose of the procedures performed was to evaluate
the design of the control procedures and that the service auditor
did not test for compliance with the described control procedures.

•

State the inherent limitations of any system of internal accounting
control and the risk of projection of an evaluation to future periods.

•

State the service auditor's opinion as to whether the control procedures described were suitably designed to provide reasonable, but
not absolute, assurance that the control objectives specified would
b e achieved if the control procedures were complied with satisfactorily.

34. T h e description of the system required for these reports may be
prepared by the service organization and included in an attachment to
which the service auditor's report refers. I f the service auditor prepares the necessary description of the system, the representations in
the description remain the responsibility of the service organization.
3 5 . T h e following illustrative report is considered appropriate
when an auditor reports on the design of internal accounting controls
maintained by a service organization, in this example, an E D P service
center. T h e report assumes that the description of operations and
control procedures is divided into two sections: Section 1 is the service
organization's description of the system; section 2 lists specific control
objectives and describes control procedures that achieve those objectives. This report is illustrative only and should be modified as appropriate to suit the circumstances of individual engagements.
To the Blank Service Center:
We have reviewed the accompanying description of the operations and
control procedures of the Blank Service Center related to its payroll
processing system as of (date) and identified specific control objectives
and the procedures that achieve those objectives. Our review included
procedures we considered necessary in the circumstances to evaluate
the design of the control procedures specified in section 2. We did not
test compliance with the control procedures and, accordingly, we do not
express an opinion on whether those controls were being applied as
prescribed for any period of time or on whether the system, taken as a
whole, meets the objectives of internal accounting control. A further
description of our review and its objectives is attached.
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Because of inherent limitations in any system of internal accounting
control, errors or irregularities may occur and not be detected. Also,
projection of any evaluation of the system to future periods is subject to
the risk that procedures may become inadequate because of changes in
conditions.
In our opinion, the control procedures included in the accompanying
description of the payroll processing system of the Blank Service Center
as of (date) are suitably designed to provide reasonable, but not absolute, assurance that the control objectives specified in section 2 would
be achieved if the control procedures were complied with satisfactorily.
This report is intended solely for use by management of Blank Service
Center, its customers, and the independent auditors of its customers.
36. Reports on Both the Design of a System and Certain Compliance Tests. T h e information necessary for a service auditor's report that
covers both the design of a system and compliance tests that are
directed to specific objectives of internal accounting control ordinarily
is obtained through discussion with appropriate service organization
personnel, reference to various forms of documentation such as system
flowcharts and narratives, tests of compliance with specific control
procedures, and other means of investigation. SAS No. 39, Audit
Sampling, provides guidance for the application and evaluation of audit sampling in testing compliance with internal accounting controls.
37. I f the service auditor notes circumstances in reviewing the
design of the system or in his tests of compliance that lead him to
believe that certain control objectives are not achieved, his report
should describe those conditions. Such conditions might include control procedures that have b e e n described by the service organization
as existing, but that are not present or are not being adhered to, as well
as control procedures that are not included in the system but that, in
the service auditor's judgment, are necessary to achieve a control
objective.
38. A service auditor's report on both the design of the system and
certain compliance tests will not necessarily include a list of each
compliance deviation or error found in the records during his tests.
T h e service auditor's discovery of deviations relating to transactions
processed for others will not necessarily preclude him from reaching a
conclusion that a system's objectives were achieved if he believes the
rate of occurrence of deviations is not significant in relation to the
number of records examined, or if occurrences have b e e n detected
and corrected in the normal functioning of the system.

14
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39. In addition to the elements of special-purpose reports described in paragraph 61 of SAS No. 30, the service auditor's report on
both the design of a system and compliance tests that are directed to
specific objectives of internal accounting control should —
•

Include a description of the system used by the service organization to process client organization transactions and the related
internal accounting control procedures that are relevant to the
client organizations.

•

Include a description of the specific control objectives that relate to
points in the flow o f transactions where errors or irregularities
could occur and the specific control procedures that are designed to
achieve those objectives for each significant accounting application.

•

State the inherent limitations of any system of internal accounting
control and the risk of projection of an evaluation to future periods.

•

State the service auditor's opinion as to whether control procedures
and the degree of compliance with them were sufficient to provide
reasonable, but not absolute, assurance that specific control objectives were achieved during the time period covered by the review.

40. T h e description of the system required for these reports may b e
prepared by the service organization and included in an attachment to
which the service auditor's report refers. I f the service auditor prepares the necessary description of the system, the representations in
the description remain the responsibility of the service organization.
4 1 . T h e following illustrative report is considered appropriate
when an auditor reports on the design of, and compliance with, certain
internal accounting control procedures maintained by a service organization, in this example, an E D P service center. T h e report assumes
that the description of operations and control procedures is divided
into two sections: Section 1 is the service organization's description of
the system; section 2 lists specific control objectives and describes
control procedures that achieve those objectives. This report is illustrative only and should b e modified as appropriate to suit the circumstances of individual engagements.
To the Blank Service Center:
We have reviewed the accompanying description of the operations and
control procedures of the Blank Service Center related to its payroll
processing system and identified specific control objectives and the
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procedures that achieve those objectives. Our review, covering the
period from (date) to (date), included such tests as we considered
necessary to evaluate whether the procedures described in section 2 and
the extent of compliance with them are sufficient to provide reasonable,
but not absolute, assurance that the control objectives specified therein
were achieved. We tested compliance only with the control procedures
listed in section 2. Accordingly, we do not express an opinion on
whether all of the controls described in section 1 were being applied as
prescribed for any period of time or on whether the system, taken as a
whole, meets the objectives of internal accounting control. A further
description of our review and its objectives is attached.
Because of inherent limitations in any system of internal accounting
control, errors or irregularities may occur and not be detected. Also,
projection of any evaluation of the system to future periods is subject to
the risk that procedures may become inadequate because of changes in
conditions, or that the degree of compliance with the procedures may
deteriorate.
In our opinion, the control procedures of the Blank Service Center
payroll processing system described in section 2 and the degree of
compliance with them were sufficient to provide reasonable, but not
absolute, assurance that the control objectives specified therein were
achieved for the period from (date) to (date).
This report is intended solely for use by management of Blank Service
Center, its customers, and the independent auditors of its customers.

Reports on the System of a Segment
of the Service Organization
42. A service auditor's report on the system of a segment of the
service organization that executes transactions for others includes the
service auditor's opinion on the internal accounting controls applied by
the segment to the execution and recording of those transactions.
Guidance for preparing reports that express an opinion on an entity's
system of internal accounting control is provided by SAS No. 30,
paragraphs 3 through 4 6 .
43. T h e form of opinion on a system of internal accounting control
specified in SAS No. 3 0 is that the system taken as a whole was
sufficient to m e e t the objectives of internal accounting control "insofar
as those objectives pertain to the prevention or detection of errors or
irregularities in amounts that would b e material in relation to the
[entity's] financial statements." In reporting on the internal accounting
controls applied by a segment of a service organization that executes

16
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transactions for others, the basis for assessing the materiality of potential errors or irregularities is the financial statements of the service
organization rather than the segment because the relationship of potential errors and irregularities to the segment's financial position is not
meaningful.
44. A service auditor's report on the system of a segment of the
service organization will not necessarily include a list of each compliance deviation or error found in the records during his tests. T h e
service auditor's discovery of deviations relating to transactions processed for others will not necessarily preclude him from reaching a
conclusion that a system's objectives were achieved if he believes the
rate of occurrence of deviations is not significant in relation to the
number of records examined or if occurrences have been detected and
corrected in the normal functioning of the system.
4 5 . E v e n though the specific errors or irregularities detected or the
conditions that permitted them may not be significant to his overall
evaluation, the service auditor should consider the appropriateness of
the actions taken by management to correct such matters. I f the
service auditor believes that errors (including differences between the
records and the reports submitted by the service organization to the
client organization) would b e material to the assets held for an affected
client organization, or if he detects irregularities, he should request
that the service organization report them to the client organization. I f
the service organization does not report the errors or irregularities to
the client organization, the service auditor should describe them in his
report.
46. T h e following language should be used to express an unqualified opinion on a system of internal accounting control of a segment of a
service organization, in this example, the trust department of a bank.
This report is a standard form and should b e supplemented as appropriate to suit the circumstances of individual engagements.
To the Blank Bank and Trust Company:
We have made a study and evaluation of the system of internal accounting control of the trust department of Blank Bank and Trust Company
that existed during the period from (date) to (date), which department
has responsibility for personal, custodial, and corporate trust accounts.
Our study and evaluation was conducted in accordance with standards
established by the American Institute of Certified Public Accountants.
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The management of Blank Bank and Trust Company is responsible for
establishing and maintaining a system of internal accounting control. In
fulfilling this responsibility, estimates and judgments by management
are required to assess the expected benefits and related costs of control
procedures. The objectives of such a system are to provide management
with reasonable, but not absolute, assurance that assets for which the
trust department has responsibility are safeguarded against loss from
unauthorized use or disposition and that transactions are executed in
accordance with management's authorization and in conformity with the
governing instruments and are recorded properly to permit the preparation of the required financial reports.
Because of inherent limitations in any system of internal accounting
control, errors or irregularities may occur and not be detected. Also,
projection of any evaluation of the system to future periods is subject to
the risk that procedures may become inadequate because of changes in
conditions or that the degree of compliance with the procedures may
deteriorate.
In our opinion, the system of internal accounting control of the trust
department of Blank Bank and Trust Company that existed during the
period from (date) to (date), taken as a whole, was sufficient to meet the
objectives stated above insofar as those objectives pertain to the prevention or detection of errors or irregularities in amounts that would be
material in relation to the financial statements of Blank Bank and Trust
Company.
7

Effective Date
47. This Statement is effective for examinations of financial statements for periods beginning after D e c e m b e r 3 1 , 1982, and for independent accountants' special-purpose reports on internal accounting
control as of a date after D e c e m b e r 3 1 , 1982, or for a period ending
after that date. Earlier application is encouraged.
This report is prepared in conformity with the requirements of SAS No. 30, paragraph
2a; therefore, restriction of its use is not necessary.

7
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Appendix
Examples of Service Organizations
The following description of service organizations is intended to be illustrative
and is not all-inclusive.
•

Service centers that provide data processing functions for other organizations. Service centers offer a range of services, including providing timeshared computer services, processing standard program packages, and
designing and processing tailored systems. The service center may specialize in a particular application, such as payroll or inventory, or in a
particular industry, such as securities brokerage or savings and loan. A
service center that processes for different customers similar applications
using the same computer programs, which have a significant effect on the
financial data of each of its users, could be the subject of a study and
evaluation of internal accounting control by a service auditor. For additional information on service centers, see the AICPA Audit Guide, Audits
of Service-Center-Produced
Records.

•

Insurers that maintain the accounting for ceded reinsurance. Reinsurance
is the assumption by one insurer of all or part of a risk originally undertaken by another insurer. The independent auditor of the assuming company, as an alternative procedure, may obtain a report on internal accounting control related to ceded reinsurance from the ceding company's
independent auditor. For additional information, see the Statement of
Position, Auditing Property and Liability Reinsurance.

•

Trust departments of banks or similar entities. A formal trust agreement
may be executed by the administrator of an employee benefit plan or a
trust with a bank or insurance company as trustee. Generally, a bank
acting as trustee is also custodian of those investments under its control. In
addition, the trust agreements may provide for discretionary or nondiscretionary control over trust assets. A discretionary trust gives the trustee
authority to purchase or sell trust assets within the framework of the trust
agreement. A nondiscretionary trust (or "directed trust") allows the
trustee to purchase or sell trust assets only at the direction of the party
named as having discretion, such as an administrator, investment committee, or investment advisor. A bank trust department may engage an
independent auditor to perform a study and evaluation of the trust department's internal accounting controls and issue a report setting forth the
scope of the review and the accountant's opinion on the system. This
report would then be available to the auditors of the employee benefit
plans and the trusts. For additional information concerning the audits of
employee benefit plans, see the AICPA Audit and Accounting Guide,
Audits of Employee Benefit Plans.
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Mortgage bankers or savings and loan associations that service loans for
others. Some organizations purchase mortgage loans, or participation
interests in such loans, from savings and loan associations, banks, or
mortgage companies. The seller continues to service the loans, but the
loans are not assets of the service organization. The service organization's
independent auditor may issue a report confirming the extent to which his
examination included confirmation and other procedures for such loans
and the results. For additional information on mortgage loans, see the
AICPA Industry Audit Guide, Savings and Loan Associations, rev. ed.
Shareowner accounting organizations for investment companies. Openend investment companies generally use banks or other independent
organizations to act as shareowner accounting organizations. Those organizations process and record in individual shareowner accounts transactions
in capital shares of investment companies, including sales, redemptions
and transfers of such capital shares, and payment or reinvestment of
dividends. Those transactions are usually initiated by investors directly
with the shareowner accounting organization, which generally also acts as
a transfer agent for the investment company. The independent auditor of
an investment company may request a report on the internal accounting
control of the bank or other organization that performs those functions.
For additional information concerning audits of investment companies,
see the AICPA Industry Audit Guide, Audits of Investment Companies.
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The Statement entitled Special-Purpose Reports on Internal Accounting Control at Service Organizations was adopted by the assenting votes of thirteen
members of the board, of whom two, Messrs. Burke and Landsittel, assented
with qualification. Messrs. Berliner and Meals dissented.
Mr. Berliner and Mr. Meals dissent and Mr. Burke qualifies his assent to the
issuance of this Statement because they believe that it is undesirable, inappropriate, and unnecessary to, in effect, require a user auditor to obtain from a
service auditor a report on internal accounting control of a service organization that invests and holds assets of a client organization under a discretionary
trust arrangement.
In their opinion, the nature of discretionary trust arrangements do not
present audit problems so unusual as to require the unique procedure of
obtaining a special-purpose report. They believe that other audit procedures
commonly used by the user auditor are sufficient to attain his audit objectives;
thus, the distinction the Statement makes between discretionary and nondiscretionary trust arrangements is inappropriate. Accordingly, they believe that
the amount and kinds of evidential matter required under discretionary trust
arrangements, as under nondiscretionary trust arrangements, are matters for
the user auditor to determine, exercising his professional judgment.
Further, in their opinion, the special-purpose report is fundamentally
flawed and may, as a result, cause the user auditor to place undue reliance on
the report. The materiality of errors or irregularities to the financial statements of the service organization is the criterion to be used by the service
auditor when reporting on the internal accounting controls of the service
organization. However, this criterion may not be appropriate for the user
auditor who is concerned with the materiality of errors or irregularities to the
financial statements of the client organization on which he is reporting. For
example, for purposes of reporting on the internal accounting controls of a
bank trust department (a segment of a service organization), the materiality
criterion the Statement would have the service auditor use is based on the
financial statements of the bank (the service organization). If the bank is large,
Messrs. Berliner, Burke, and Meals believe that this materiality criterion
would be too high for the user auditor of a small client organization. Therefore, reliance on the special-purpose report would be unwarranted. They also
believe that reliance on a special-purpose report may be inappropriate because the period covered by the report would not necessarily coincide with
the period under examination by the user auditor.
Mr. Landsittel qualifies his assent because he believes the materiality
criterion for a report on a system of internal accounting control of a segment of
a service organization, as described in paragraph 43 of the Statement, may not
meet the needs of the user auditor for the reasons described in Messrs.
Berliner's and Meals's dissent above. In Mr. Landsittel's view, such a report
should include an opinion on the system that embodies a materiality criterion
that runs to the objectives of the system (as stated in the second paragraph of
the standard report form presented in paragraph 46 of the Statement), rather
than to the materiality of the financial statements of the service organization.

Special-Purpose Reports on Internal Accounting Control

Auditing Standards Board (1981-1982)
JAMES J . L E I S E N R I N G ,

Chairman

JOHN F . M U L L A R K E Y

ROBERT W . BERLINER

WILLIAM G . ROOST

J . FRANK B E T T S

MYRON WALD

JOHN F . B U R K E
HERMAN O . C O L E M A N
ROBERT K. E L L I O T T
GEORGE D . FUNK
BRUCE N. H U F F
WILLIAM R. KINNEY, JR.
DAVID L . L A N D S I T T E L
DENNIS R. M E A L S
THOMAS I . M U E L L E R

D . R . CARMICHAEL

Vice President, Auditing
G E R A R D L . YARNALL

Manager, Auditing Standards
MARTIN J . ROSENBLATT

Practice Fellow,
Auditing Standards

Note: Statements on Auditing Standards are issued by the Auditing Standards Board,
the senior technical body of the Institute designated to issue pronouncements on
auditing matters. Rule 202 of the Institute's Code of Professional Ethics requires
adherence to the applicable generally accepted auditing standards promulgated by the
Institute. It recognizes Statements on Auditing Standards as interpretations of generally accepted auditing standards and requires that members be prepared to justify
departures from such Statements.

21

M058887

